AUCJSTOR-GEWERAL 
SOUTH AFRICA 


The accounting officer 

Chief Albert Luthuli Local Municipality 

P. O. Box 24 

Carolina 

1185 

30 November 2011 

Reference; 02394reg2010/11/1 

( Dear Sir 

Report of the Auditor-General on the financial statements and other legal and regulatory 
requirements of Chief Albert Luthuli Local IWunicipality for the year ended 30 June 201 1 

1 . The above-mentioned report of the Auditor-General is submitted herewith in terms of section 
21(1) of the Public Audit Act of South Africa read in conjunction with section 188 of the 

I Constitution of the Republic of South Africa and section 121(3) of the Municipal Finance 

Management Act of South Africa (MFMA). 

2. In teims of section 121 (3) of the MFMA you are required to include the audit report In the 
municipality's annual report to be tabled. 

3. Until the annual report Is tabled as required by section 127(2) of the MFMA the audit report 
is not a public document and should therefore be treated as confidential. 

4. Prior to printing or copying the annual report which will include the audit report you are 
required to do the following: 

® Submit the final printer’s proof of the annual report to the relevant senior manager of the 
Auditor-General of South Africa for verification of the audit-related references in the audit 
report and for confirmation that the financial statements and other information are those 
documents that have been read and audited. Special care should be taken with the page 
references in your report, since an Incorrect reference could have audit implications. 

e The signature Auditor-General in the handwriting of the auditor authorised to sign the 
audit report at the end of the hard copy of the audit report should be scanned in when 
preparing to print the report. This signature, as well as the place and date of signing and 
the Auditor-General of South Africa’s logo, should appear at the end of the report, as in 
the hard copy that is provided to you. The official logo will be made available to you in 
electronic format. 


Auc/i/ing lo build public confidence 

— — Audifor-Gsnerai of SouJh Afrka 

PO Box 2684 Nelspruir 1200 Mpumalanga * Docex 39 • Tel: -5-27 (0) 13 756 0800 • Fax: +27 (0)13 756 0879 • v/ww.agsa.co-za 




5. Please notify the undersigned Senior Manager well in advance of the date on which the 
annual report containing this audit report will be fabled. 

6. Your cooperation to ensure that all these requirements are met would be much appreciated. 
Kindly acknowledge receipt of this letter. 


Yours sincerely 



Enquiries: Daniel Radebe 

Telephone: (013)756 0800 

Fax: (013)756 0879 

Email; danlelr@agsa.co.za 



REPORT OF THE AUDITOR-GENERALTO THE MPUMALANGA PROVINCIAL 
LEGISLATURE AND THE COUNCIL ON THE CHIEF ALBERT LUTHULI LOCAL 
MUNICIPALITY 

REPORT ON THE FINANCIAL STATEMENTS 
Introduction 

1 . I was engaged to audit the accompanying financial statements of the Chief Albert 
Luthuli Local Municipality, which comprise the statement of financial position as at 

30 June 2011, and the statement of financial performance, statement of changes in net 
assets and cash flow statement for the year then ended, and a summary of significant 
accounting policies and other explanatory information, as set out on pages ... to .... 

Accounting officer’s responsibility for the financial statements 

2. The accounting officer is responsible for the preparation and fair presentation of these 
financial statements in accordance with South African Standards of Generally 
Recognised Accounting Practice (SA Standards of GRAP) and the requirements of the 
Municipal Finance Management Act of South Africa. 2003 (Act No. 56 of 2003) (MFMA), 
and for such internal control as management determines necessary to enable the 
preparation of financial statements that are free from material misstatement, whether 
due to fraud or error. 

Auditor-General’s responsibility 

3. As required by section 1 88 of the Constitution of the Republic of South Africa, 1 996 (Act 
No. 108 of 1996), section 4 of the Public Audit Act of South Africa, 2004 (Act No. 25 of 
2004) (PAA) and section 126(3) of the MFMA, my responsibility is to express an opinion 
on the financial statements based on conducting the audit in accordance with 
International Standards on Auditing and Genera! Notice 1111 of 2010 issued in 
Government Gazette 33872 of 15 December 2010. Because of the matters described in 
the basis for disclaimer of opinion paragraphs, however, I was unable to obtain sufficient 
appropriate audit evidence to provide a basis for an audit opinion. 

Basis for disclaimer of opinion 

Property, plant and equipment 

4. As disclosed in note 33 to the financial statements, the corresponding figure for 
property, plant and equipment was restated by R134 710 757 in order to address a prior 
year misstatement. No supporting documentation was available for the restatement. 
Consequently, I was unable to obtain sufficient appropriate audit evidence to satisfy 
myself as to the existence, completeness, valuation and allocation of rights pertaining to 
the property, plant and equipment opening book value of R568 572 083 as disclosed in 
note 5 to the financial statements. 

5. The municipality did not review the residual values and useful lives of property, plant 
and equipment at each reporting date in accordance with the Standard of Generally 
Recognised Accounting Practice, GRAP 17 Property, Riant and Equipment. This was 
further evidenced by assets with a gross carrying amount of R4 384 896 being included 
in the financial statements at a zero net carrying amount and assets with negative net 
carrying amounts of R30 803 783 being included in the financial statements while still 
being in use, The entity's records did not permit the application of alternative audit 
procedures to confirm or verify the value of these assets. Consequently. I did not obtain 
sufficient appropriate audit evidence to satisfy myself as to the valuation of property, 
plant and equipment. 



6. The municipality could not provide sufficient appropriate audit evidence to support 
entries of R1 399 197 included as acquisitions in note 5 to the financial statements. 
There were no satisfactory alternative procedures that I could perform to obtain 
reasonable assurance that all acquisitions had been properly recorded. Consequently, I 
did not obtain sufficient appropriate audit evidence to satisfy myseif as to the existence, 
completeness, valuation, cut-off and classification of acquisitions of R5 024 396 
disclosed in note 5 to the financial statements. 

7. The municipality could not provide sufficient appropriate audit to support entries of 
R14 013 047 included as capital under construction in note 5 to the financial statements. 
There were no satisfactory alternative audit procedures that I could perform to obtain 
reasonable assurance that all capital under construction had been properly recorded, 
Consequently, I did not obtain sufficient appropriate audit evidence to satisfy myself as 
to the existence, completeness, valuation, cut-off and classification of capital under 
construction of R28 632 601 disclosed in note 5 to the financial statements. 

8. The Standard of Generally Recognised Accounting Practice, GRAP 17 Property, Plant 
and Equipment requires property, plant and equipment measured on the revaluation 
module to be measured at the revalued amount. The municipality did not disclose the 
information required in terms of GRAP 17 where property, plant and equipment was 
stated at revalued amounts, The municipality could not provide audit evidence to 
support the disclosure of information and I was unable to confirm or verify by alternative 
means the information to be disclosed in the financial statements. 

9. I was unable to verify the existence of movable tangible assets of R1 932 101 included 
as acquisitions, stated at R5 024 396 in note 5 to the financial statements. The entity 
imposed a limitation on the scope of my work, as I was denied access to certain 
premises. The entity's records did not permit the application of alternative audit 
procedures regarding the existence of these movable tangible capital assets. 

10. The Standard of Generally Recognised Accounting Practice. GRAP 17 Property, Plant 
and Equipment requires the cost of an item of properly, plant and equipment to include 
the initial estimate of the costs of dismantling and removing the item and restoring the 
site on which it is located, the obligation which an entity incurs either when the item is 
acquired or as a consequence of having used the item during a particular period for 
purposes other than to produce inventories during that period. The municipality did not 
maintain a provision for landfill sites during the year under review as required, it was 
impracticable to quantify the effect of the misstatement, as no reporting information was 
available to determine the amount. 

1 1 . The municipality could not provide sufficient appropriate audit evidence to support 
entries credited to the sale of stands of R349 491 as disclosed in note 21 to the financial 
statements. There were no satisfactory alternative procedures that I could perform to 
obtain reasonable assurance that all sales of stands had been properly recorded. 

Note 5 to the financial statements contained detailed information regarding the 
movement of property, plant and equipment during the year. This note indicated that 
there were no disposals of assets and, consequently, I did not obtain sufficient 
appropriate audit evidence to satisfy myself as to the existence, completeness, 
valuation, cut-off and classification of sales of stands of R349 491. 

12. The Standard of Generally Recognised Accounting Practice, GRAP 17 Property, Plant 
and Equipment requires an entity to depreciate an asset from when it has become 
available for use. I was unable to obtain sufficient and appropriate audit evidence to 
confirm the accuracy, classification and completeness of the depreciation expense 
amounting to R95 225 877 (2010; R18 714 541) as disclosed in note 24 to the financial 
statements, due to limitations placed on the scope of my audit work by the'municipality. 



1 3. The municipality’s records did not permit the application of alternative audit procedures 
Consequently, I could not obtain sufficient appropriate audit evidence as to the 
valuation, existence, rights and completeness of the closing balance of property, plant 
and equipment as at 30 June 2011 to the amount of R507 003 202 (2010; 

R568 572 083) in the statement of financial position. 

Revenue 

14. Distribution loss reconciliations for both electricity and water sales were not performed 
on a monthly basis. I could not obtain all the information and explanations I considered 
necessary to satisfy myself as to the completeness of water and electricity sales of 
R15 180 906 (2010; R14 636 463) included in the service charges of R20 771 094 as 
disclosed in the statement of financial performance. The entity’s records did not permit 
the application of alternative audit procedures to confirm the completeness of this 
revenue. 

15. The municipality could not provide sufficient appropriate audit evidence to support the 
property rates, service charges, fines and other income totalling R49 780 380 included 
in revenue. There were no satisfactory alternative audit procedures that I could perform 
to obtain reasonable assurance that all revenue had been properly recorded. 
Consequently, I did not obtain sufficient appropriate audit evidence to satisfy myself as 
to the occurrence, completeness, accuracy, cut-off and classification of revenue of 
R4g 780 380. 

Receivables 

16. The International Accounting Standard, IAS 39 Financial Inslruments requires an entity 
to asses at the end of each reporting period whether there is any objective evidence that 
a financial asset or group of financial assets is impaired and if any such evidence exists. 
The entity first assesses whether objective evidence of impairment exists individually for 
financial assets that are individually significant, and individually or collectively for 
financial assets that are not individually significant. The provision for doubtful debts of 
R166 772 728 disclosed in note 2 to the financial statements was calculated at 80% of 
the gross amount of consumer debtors at year-end. However, this practice did not 
comply with the requirements of IAS 39 and the municipality’s own accounting policy. 

The entity's records did not permit the application of alternative audit procedures 
regarding the provision for doubtful debts. Consequently, I did not obtain sufficient audit 
evidence to satisfy myself as to the valuation of the provision for doubtful debts. 

17. The municipality could not provide sufficient appropriate audit evidence to support the 
detailed information regarding the ageing of the different categories of debtors as 
disclosed in note 2 to the financial statements for trade and other receivables from 
exchange transactions. There were no satisfactory alternative procedures that I could 
perform to obtain reasonable assurance that the detailed debtors age analysis had been 
properly recorded. Consequently, I did not obtain sufficient appropriate audit evidence to 
satisfy myself as to the valuation, classification and understandability of the ageing of 
the total debtors of R208 481 824 included in note 2 to the financial statements. 

Prior period error 

18. As disclosed in note 32 to the financial statements, the retained earnings figure was 
restated by R5 132 227 in order to address a prior year misstatement. No supporting 
documentation was available for the restatement. Consequently, 1 was unable to obtain 
sufficient appropriate audit evidence to satisfy myself as to the completeness, 
occurrence, existence, accuracy, valuation, cut-off and classification of the restatement 
of R5 1 32 227 as disclosed in note 32 to the financial statements. 



Expenses 

19. The municipality could not provide sufficient appropriate audit evidence to support 
■ entries of R17 566 772 included under expenses relating to repairs and maintenance, 
bulk purchases, contracted services and general expenses. There were no satisfactory 
alternative audit procedures that I could perform to obtain reasonable assurance that all 
goods and seivices had been properly recorded. Consequently, I did not obtain 
sufficient appropriate audit evidence to satisfy myself as to the occurrence, 
completeness, accuracy, cut-off and classification of goods and services amounting to 
R111 916 806. 

Creditors 

20. The municipality could not provide sufficient appropriate audit evidence to support 
entries regarding trade creditors and retentions of R8 976 760 included under trade and 
other payables from exchange transactions. There were no satisfactory alternative audit 
procedures that I could perform to obtain reasonable assurance that all liabilities had 
been properly recorded. Consequently. I did not obtain sufficient appropriate audit 
evidence to satisfy myself as to the existence, obligations, completeness, valuation and 
allocation of R13 906 985 disclosed as trade creditors and retentions in note 6 to the 
financial statements. The municipality could not provide sufficient appropriate audit 
evidence to support entries regarding conditions met - transfer to revenue grants of 
R59 840 1 96 included in note 20 to the financial statements on other grants and 
subsidies. There were no satisfactory alternative audit procedures that I could perform 
to obtain reasonable assurance that alt liabilities had been properly recorded. 
Consequently, I did not obtain sufficient appropriate audit evidence to satisfy myself as 
to the existence, obligations, completeness, valuation and allocation of R21 537 942 of 
the amount of R24 413 049 disclosed as unspent conditional grants and receipts under 
trade and other payables from non-exchange transactions In note 10 to the financial 
statements. 

Clearing of suspense accounts 

21 . There was no system of control over the allocation, clearing and recognition of 
unidentified receipts on which I could rely for the purpose of my audit, and there were no 
satisfactory audit procedures that I could perform to obtain reasonable assurance that 
all unallocated receipts had been properly recorded. Consequently, I was unable to 
obtain sufficient appropriate audit evidence to satisfy myself as to the completeness, 
existence, obligations, valuations and allocation of any unallocated receipts at year-end. 

Leases 

22. The Standard of Generally Recognised Accounting Practice, GRAP 1 3 Leases requires 
a minimum disclosure for operating leases and the splitting of total future operating 
lease payments into the following categories: not later than one year, later than one 
year, not later than five years, and later than five years. The municipality could not 
provide evidence to support the disclosure of information and I was unable to confirm or 
verify by alternative means the information to be disclosed in the financial statements. 

23. The municipality could not provide sufficient appropriate audit evidence to support the 
detailed information regarding the finance lease liability of R113 102 disclosed in 
note 1 1 to the financial statements. There were no satisfactory alternative audit 
procedures that I could perform to obtain reasonable assurance that the information 
included in the note had been properly recorded. Consequently, I did not obtain 
sufficient appropriate audit evidence to satisfy myself as to the valuation, classification 
and obligation of the finance lease liability disclosed in note 1 1 to the financial 
statements. 



Capital commitments 

24. 1 was unable to obtain the detailed listing of all commitments applicable to the 

municipality to confirm the existence and completeness of commitments of R21 537 941 
in note 36 to the financial statements. The entity's records did not permit the application 
of alternative procedures regarding the commitments. I could not determine the possible 
effect this limitation might have had on other account balances or classes of transaction 
contained in the financial statements. 

Budget information note 

25. The Standard of Generally Recognised Accounting Practice, GRAP 1 Presentation of 
Financial Statements require entities to provide information in their financial statements 
on whether resources were obtained and used In accordance with the legally adopted 
budget. However, there was no disclosure in the financial statements regarding the 
budget information. The municipality could not provide audit evidence to support the 
disclosure of information and I was unable to confirm or verify by alternative means the 
information to be disclosed In the financial statements. 

Disclaimer of opinion 

26. Because of the significance of the matters described in the basis for disclaimer of 
opinion paragraphs, I have not been able to obtain sufficient appropriate audit evidence 
to provide a basis for an audit opinion. Accordingly, I do not express an opinion on the 
financial statements. 

Emphasis of matter 

27. 1 draw attention to the matter below. My opinion is not modified in respect of this matter: 

irregular expenditure 

28. As disclosed in note 31 to the financial statements, irregular expenditure of R7 91 1 869 
was incurred as a result of non-compliance with laws, regulations and policies regarding 
supply chain management (SCM) and the requirements of the Public Office-Bearers Act 
of South Africa, 1998 (Act No. 20 of 1998) in terms of section 167(2) of the MFMA. 

Additional matter 

29. 1 draw attention to the matter below. My opinion is not modified in respect of this matter: 

Unaudited supplementary information 

30. The supplementary information set out on pages XX to XX does not form part of the 
financial statements and is presented as additional information. I have not audited these 
schedules and, accordingly, I do not express an opinion thereon. 

REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS 

31. In accordance with the PAA and in terms of General Notice 1111 of 2010 issued in 
Government Gazette 33872 of 15 December 2010, f include below my findings on the 
annual performance report as set out on pages ... to ... and material non-compliance 
with laws and regulations applicable to the municipality. 



Predetermined objectives 
Usefulness of Information 

32. The reported performance information was deficient in respect of the following criteria: 

e Consistency: The reported objectives, indicators and targets were not consistent 
with the approved integrated development plan. 

8 Relevance; There was no clear and logical link between the objectives, outcomes, 
outputs, indicators and performance targets. 

8 Measurability: The targets were not specific and measurable. 

33. The following audit findings relate to the above criteria: 

Reported objectives, indicators and targets not consistent when compared to 
planned objectives, indicators and targets 

® The reported performance against predetermined objectives, indicators and targets 
was not consistent with the approved integrated development plan. 

Planned objectives, indicators and targets not relevant to the mandate and 
objectives of the entity 

8 The indicators, measures and targets as per the annua! performance report did not 
relate directly in 100% of the instances to the municipality’s strategic goals and 
objectives as per the integrated development plan. 

Planned and reported targets not specific 

® For the selected targets, 50% of the planned and reported targets were not specific 
in clearly tndentifying the nature and the required level of performance. 

Compliance with laws and regulations 
Procurement and contract management 

34. Sufficient appropriate audit evidence could not be obtained that goods and services with 
a transaction value between R10 000 and R200 000 had been procured by means of 
obtaining written price quotations from at (east three different prospective providers, as 
per the requirements of SCM Regulation 17(a) and (c). 



35. Sufficient appropriate audit evidence could not be obtained that quotations accepted 
from prospective providers who were not on the list of accredited prospective providers 
met the listing requirements prescribed by the SCM policy, in line with SCM 
Regulations 16(b) and 17(b), 

36. Awards were made to suppliers who did not submit a declaration on their employment 
by the state or their relationship to a person employed by the state, as per the 
requirements of SCM Regulation 13(c). 

37. The prospective providers list for procuring goods and services through quotations was 
not updated at least quarterly to Include new suppliers that qualified for listing, while 
prospective providers were also not invited to apply for such listing at least once a year, 
as per the requirements of SCM Regulation 14(1)(a)(ii) and 14(2). 

38. Sufficient appropriate audit evidence could not be obtained that contracts or quotations 
to the value of R5 935 572 had been procured in accordance with legislative 
requirements and the SCM policy. 

39. Awards were made to providers who were persons in the service of other state 
institutions in contravention of the requirements of SCM Regulation 44. Furthermore, 
sufficient appropriate audit evidence could not be obtained that the providers had 
declared that they were in the service of the state, as required by SCM 
Regulation 13(c). 

Annual financial statements, performance report and annual report 

40. The mayor did not table the 2009-10 annual report of the municipality in the council 
within seven months after the end of the financial year, as required by section 127(2) of 
the MFMA. 

Audit committee 

41. An audit committee was not in place throughout the accounting period, as required by 
section 166(1) of the MFMA, as the committee was appointed towards the end of the 
financial year under review. 

Expenditure management 

42. Money owing by the municipality was not always paid within 30 days of receiving an 
invoice or statement, as required by section 65(2)(e) of the MFMA. 

43. The accounting officer did not take reasonable steps to prevent irregular as well as 
fruitless and wasteful expenditure, as required by section 62(1){d) of the MFMA. 

Conditional grants 

44. Sufficient appropriate audit evidence could not be obtained that the allocations for MIG, 
DME and DWAF had been utilised for the purposes stipulated in their respective 
schedules or gazetted in the Division of Revenue Act of South Africa, 201 0 (Act No. 1 of 
2010) (DoRA) framework, as required by section 15(1) of DoRA. 

45. The municipality did not always submit monthly reports to the transferring national 
officer, the National Treasury and the provincial treasury on spending and financial 
performance in respect of the allocations received for MIG, DME and DWAF, as 
required by section 11(2)(b) of DoRA and section 71(5) of the MFMA. 

Revenue 
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Asset managemenit 

47. The accounting officer did not take all reasonable steps to ensure that the municipality 
had and maintained a management, accounting and infomnation system that accounted 
for the assets of the municipality, as required by section 63(2)(a) of the MFMA. 

48. The accounting officer did not take all reasonable steps to ensure that the municipality 
had and maintained an effective system of internal control for assets (including an asset 
register), as required by section 63(2)(c) of the MFMA. 

General financial management 

49. The accounting officer did not take all reasonable steps to ensure that full and proper 
records of the financial affairs of the municipality were kept in accordance with any 
prescribed norms and standards, as required by section 62(1)(b) of the MFMA. 

50. The accounting officer did not take all reasonable steps to ensure that the municipality 
had and maintained effective, efficient and transparent systems of financial and risk 
management as well as internal control, as required by section 62(1)(c)(i) of the MFMA. 

Human resource management 

51. The municipality did not remunerate its political office-bearers and members of political 
structures within the framework of the Public Office-Bearers Act of 1 998, setting the 
upper limits of the salaries, allowances and benefits for those political office-bearers and 
members, as required in terms of section 167(1)(a) of the MFMA, which consequently 
resulted in irregular expenditure as per section 167(2)(i) of the MFMA. 

INTERNAL CONTROL 

52. In accordance with the PAA and in terms of Genera/ A/of/ce 1111 of 2010 issued in 
Government Gazette 33872 of 15 December 2010, I considered internal control relevant 
to my audit, but not for the purpose of expressing an opinion on the effectiveness of 
internal control. The matters reported below are limited to the significant deficiencies 
that resulted in the basis for the disclaimer of opinion, the findings on the annual 
performance report and the findings on compliance with laws and regulations included 
in this report. 

Leadership 

53. The municipality did not develop and monitor the implementation of an effective audit 
plan to address previously identified internal control deficiencies. 

Financial and performance management 

54. The municipality did not implement proper record keeping in a timely manner to ensure 
that complete, relevant and accurate information was accessible and available to 
support financial and performance reporting, which resulted In the following: 

o Significant delays in management providing Information, 
a The unavailability of expected information. 

® In some cases the unavailability of certain information to support transactions and 
balances in the financial statements, constituting a scope limitation that led to a 
modification of the audit report. 

55. The municipality did not implement controls over daily and monthly processing and 
reconciling of transactions to ensure an accurate, reconciled and integrated update of 

• the fixed asset register and other accounting records. 



56. The municipality implemented inadequate controls over the review and monitoring of 
compliance with applicable laws and regulations regarding SCM and councillors’ 
remuneration. 

57. The municipality had inadequate information technology systems to ensure that reliable 
information was available forthe preparation of the financial statements, which resulted 
in material misstatements. 

58. The municipality did not prepare accurate and complete financial and performance 
reports, mainly due to the municipality not having reliable information for the recording 
and reporting on various items and staff members not fully understanding the 
requirements of the financial reporting framework. 

Governance 

59. The audit committee did not function throughout the whole year, as the committee was 
not in place for the entire period. 



Nelspruit 

30 November 2011 



AUDITOR'SENERAL 
SOUTH AFRICA 
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